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Rough Family Justice: Equity in Family Business
Succession Planning
By Glenn R. Ayres, a partner in the Minneapolis, Minnesota, law firm
of Fredrikson & Byron. He may be reached at gayres@fredlaw.com.
3 AICPA Member Practice Guide is
Revised

3 AICPA and NEFE to Issue Disaster
Recovery Guide
4 AICPA’s Business Valuation
Standards Slated for Pre-Exposure
Comment
4 Using VEBAs to Protect Business
Assets, Reduce Income Taxes, and
Preserve Wealth
Lance Wallach, CLU, ChFC, CIMC,
of Plainview, New York, describes how
business owners can use VEBAs.
Wallach, editor of an upcoming
AICPA publication on the team
approach to financial planning,
speaks and writes extensively
about VEBAs, pension plans, and
financial planning. For more informa
tion, call (516) 935-7346, or e-mail
lawallach @ aol. com.

6 Planner Newsletter Receives
APEX 2002 Award
6 Due Diligence Software Analysis
Dean A. Mioli, CPA/PFS, CFP, a
wealth counselor at Comprehensive
Investment Solutions, Inc., Yardley,
Pennsylvania, developed a list of
criteria forfinancial planning software,
which he presented during his session,
“Software Tools and Web Sites for
Investment Advisers,” at the AICPA
Advanced Investment Management
Conference, May 30-31, 2002, in Las
Vegas.

6 Women’s Financial Health Week
Campaign Wins Award

7 Client Termination Letters
Joseph Wolfe, director of risk manage
ment, Accountants Professional Liabil
ity, CNA, CNA Plaza, Chicago, IL
60685, discusses the necessary compo
nents of these important letters.

or the family business facing suc
following these priorities loses the client
cession issues, the approach of
in a tangle of transfer taxation, trust
rough family justice—rather than
schemes, and insurance analysis. And,
absolute economic equality—may serve
more importantly, systematizing does not
as an effective guide for preserving
achieve the solution that is best for both the
relationships among family members by
business and the family.
promoting the best interests of the
business. The following article is the first
Reordering the Estate Planning
of three installments.
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What business owner does not want a
succession plan that ensures that all of his
or her children are treated equally? Yet,
the adviser who understands the complex
ity of family business will explain, often in
the face of initial objections, that absolute
economic equality among children is
virtually impossible to achieve.
Effective succession planning for the
family business owner is fraught with
difficulties, both for the owner and the
planner. Clients want planning that is
simple, straightforward, and as inexpensive
as possible, as well as one that achieves
equality among family members. Further,
more often than not, the priorities in
succession planning are as follows:
1. Transfer taxes
2. The children
3. The retiring owner(s)
4. Preservation or disposition of the
business
This methodology almost uncon
sciously systemizes estate planning by
categorizing people by size of portfolio,
age, and economic sophistication. Done in
this manner, the succession-planning
process produces predictable tax results,
and, depending on which category they
fall into, people are treated essentially the
same. However, more often than not,

Priority List
Instead, effective planning should probe
beyond the numbers, taking into account
Continued on page 2

Without a doubt, the focus in the financial
community has been government regula
tion, both proposed and enacted, to restore
investor confidence in financial reporting.
While media attention has focused on
the corporate responsibility legislation
recently before Congress, there has been
other action as well, particularly by the
Securities and Exchange Commission.

SEC acts to address analyst conflicts
of interest. The SEC has approved
proposed changes to the rules of the
National Association of Securities Dealers
and the New York Stock Exchange
to address conflicts of interests that are
raised when research analysts recommend
securities in public communications.
The rule changes will prohibit
analysts from offering or threatening to
withhold a favorable research rating
or specific price target to induce investment
banking business from companies.
The changes also prohibit investment
banking personnel from discussing
PFP DIVISION

Rough Family Justice
Continued from page 1
research reports with analysts prior to
distribution, unless staff from the firm’s
legal/compliance department monitor
those communication.
There are a number of other changes
as well. For detailed information, see
www.sec.gov/news/press/2002-63.htm.

SEC proposes new disclosures
for mutual fund ads. The SEC has
proposed new rules that would require
mutual fund advertisements to convey
more balanced information to prospective
investors, particularly with respect to
past performance. The rules would:
■ require fund advertisements that
contain performance information
to include new disclosures;

■ require advertisements to include
disclosure that would direct
investors’ attention to a fund’s
charges and expenses; and
■ require more prominent disclosure
of certain information, such as
the dates during which quoted
performance occurred.
The proposed changes would also
require funds that advertise performance
to make available, by a toll-free or
collect telephone number, returns that
are current to the last day of the previous
calendar month. For further details, see
www.sec.gov/news/press /2002-66.htm.

SEC Investors Summit. Hoping
to get a pulse on the state of investor
confidence and fulfill its mission as the
investor’s “watchdog,” the SEC held its
first-ever Investor’s Summit on May 10,
2002, in Washington, DC. The live
summit was structured as two separate
panel discussions. The first panel was
lead by SEC Chairman Harvey L. Pitt
and included the following individuals:
Joseph P. Borg, director of the Alabama
Securities Commission; Patricia P.
Houlihan, president and CEO of Houlihan
Financial Resource Group; Bill Mann,
senior editor for The Motley Fool; James
G. Parkel, president-elect of AARP;
Damon Silvers, associate general counsel,
AFL/CIO; and Michelle Singletary,
personal finance columnist, the Washington
Post. The second panel was composed
Continued on page 8
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the issues of family dynamics that are of
critical importance in ensuring the
future of the business itself. Rough
family justice (defined as equity, not
equality,) among members of the family
system in a context designed to serve
the best interests of the family business
is a more realistic goal, and new priorities
are essential. In fact, a new set of priorities
will involve turning the tables completely
on the list just cited:
1. Preservation or disposition of the
business
2. The retiring owner(s)
3. The children
4. Transfer taxes

The Business
Business is first on the list because it
is the engine that drives the entire
process. It is also axiomatic that if the
planning does not leave a healthy
business in place, the planning will fail.
Nevertheless, all too often stock in a
family corporation is equated in the plan
ning process with negotiable securities,
and little or no attention is paid to the
uniqueness of the enterprise itself.
When looking at the business as our
first priority, two principal issues must
be at center stage: How economically
healthy is the business and is it peopled
with the right players? The first issue
must go beyond a balance sheet and
profit-and-loss analysis and examine the
creditworthiness of the business without
Dad’s personal guarantee; how much
new debt service it can manage; the
vitality of its markets and industry; and
its ability to fund nonproducing people
through dividends, retirement plans, or
long-term buyouts. If a candid picture of
the economic health of the business is a
top priority, any plan that is ultimately
selected will not place the business in
financial jeopardy or make promises to
family members that the business is not
capable of fulfilling.
Likewise, an examination of the
leadership capabilities of the next
generation must be examined in more
than a superficial manner. By discussing
leadership qualities in the context of
business success or failure rather than

family relationships, many clients can
be more candid about how they feel their
son or daughter will do or is doing in the
business. After all, Dad may not know a
lot or even appreciate family system
dynamics, but he does know his business
and he knows what it takes to make it
work well. It is also in this context that
working relationships between family
and nonfamily employees can be most
productively and openly explored.
Rough family justice may, in the right
situation, mean giving the heir apparent
the opportunity to grow, but it does not
extend to setting up a son or daughter to
fail simply because he or she does not
possess the skills, training, or dedication
to succeed.

The Client
The estate-planning process often
proceeds from beginning to end with
little or no consideration of what works or
does not work for the current generation.
The planner has to give clients
permission to say out loud what they
want out of all this. Although many par
ent-owners will deny it, if the planning
is not what they personally want, either
the planning will never quite get finished
or they will find a way to sabotage it.
If you accept the premise that for
many family business owners their
enterprise is in fundamental ways their
first child, it is easy to understand how
Continued on next page
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important is their personal comfort level
to the success of the planning process.
Until issues such as letting go, economic
independence, and social identification
with the business are resolved, it is almost
impossible to persuade members of
the current generation to turn their full
attention to working out a planning
scheme that produces rough family justice
for the next generation. Being innovative
and taking risks within a family business
system requires that, first and foremost,
the risk taker know that the ground under
him or her is solid.

The Children
If we have our priorities straight, we
now have a plan that will preserve the
vitality of the business and make
economic and emotional sense to the
current generation. Having done this, we
have already, in the business context,
explored who is likely to be successful
and who is not. By looking candidly at
the economics of the business and the
parents’ financial needs, we know what
resources we have available for effecting
rough family justice. Now we must make
a commitment to equity, which is not
necessarily equality.
Most parents, when they stop to think
about it, have never treated their children
absolutely equally. One needs braces,
another does not; one goes to graduate
school, one joins the Army; you seem to
get mad at the youngest one more often
than the other two. None of this means
that the parents do not love every one of
their children, but it is important for both
the client and adviser to be aware that, just
as the children (now adults) are different,
so has our treatment and interaction with
them been different all along.
Children, never having been treated
with absolute equality, are often both
tolerant and understanding of parents’
attempts at rough family justice. They
enjoy and appreciate that their differences
have been respected and taken into
consideration, particularly if they have
had some meaningful input into the
decision-making process. Even if a child
has never worked in the family business,
the business has been a vital part of his or
her life if for no other reason than it had
such a powerful impact on Mom and Dad.
Now, in the planning process, children at
least want to be heard.
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Transfer Taxes
Placing estate, gift, generation-skip
ping, capital gains, and income taxes at
the end of the priority list does not imply
that they are not important, but it does
signify that taxes are a check on the feasi
bility of the plan, not the driving force
behind the plan. To do otherwise is to triv
ialize the human aspects of the planning
process and, in so doing, run the risk that
the plan will work only on paper. Good
tax planning must be demanded as part of
the planning process, but it cannot supply
all the answers and it most certainly can
not provide rough family justice. ♦

AICPA and NEFE to Issue
Disaster Recovery Guide
he National Endowment for Financial
Education (NEFE) and the AICPA
recently announced they are devel
oping jointly a broad-based guide to help
victims of natural and man-made disasters
recover from financial loss.

T

Scheduled for publication in late summer
and to be offered as a public service, Disaster
Recovery: A Guide to Financial Issues will
pay particular attention to the financial
consequences resulting from the death of a
loved one. Topics will include:

Next issue: A Role in the Family Business

■ Organizing financial records
■ Redefining financial goals
■ Relief funds and charitable
assistance
■ Tax impact of settlements and
assistance
■ Life and disability insurance
■ Employee benefits
■ Credit and debt elimination issues
■ Consumer protection issues
“We're extremely pleased to have the
AICPA as our partner on this project,’’said
Nan Mead, NEFE's director, commu
nications. “The Institute brings an extra
n late 1999, the Gramm-Leachordinary wealth of financial-planning experi
Bliley Act became law. The Act,
ence and technical expertise.”
along with related Federal Trade
Anat Kendal, director, financial planning
Commission (FTC) regulations,
for the AICPA, said, “NEFE works tirelessly
contains restrictions on the disclosure
to educate people about the importance of
of personal financial information of
financial well-being. For people who've
certain individual clients and also
suffered because of a disaster, the right
requires the distribution of privacy
guidance
is even more critical.”
notices to those clients. Pursuant to the
The
guide will expand on previous
new rules, initial privacy notices were
publications
issued individually by both
required in 2001. As the next step,
organizations:
NEFE's After Disaster Strikes:
annual client notifications must now
How to Recover Financially from a Natural
begin before January 1, 2003.
Disaster, which was issued in 1997 in collab
Effective July 2, 2002, the AICPA
oration with the American Red Cross and the
has revised the member practice guide
Federal Emergency Management Agency,
on the new requirements. The practice
and the AICPA's Regaining Financial
guide, prepared by the AICPA Tax Divi
Balance, published specifically for people
sion's Privacy/Disclosure Task Force,
affected by the September 11 terrorist attacks.
provides guidance on compliance with
NEFE is a nonprofit foundation
newly required client notifications.
dedicated to helping all Americans acquire
The full text of the member practice
the information and gain the skills necessary
guide is available for download at
to take control of their personal finances.
http://ftp.aicpa.org/public/download/ne
NEFE accomplishes its mission primarily by
ws/ftc.doc. In addition, for CPAs wishing
partnering with other concerned organizations
additional information, those with special
to provide financial education to members
situations, or members in business and
of the public, particularly those whose
industry, there is an excellent outline of
financial education needs are not being
the FTC regulations at www.ftc.gov/priaddressed by others. ♦
vacy/glbact/glboutline.htm. ♦

Originally published in The Family Busi
ness Review. Reprinted with permission
from the Family Firm Institute, Inc. All
rights reserved.
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AICPA’s Business Valuation
Standards Slated for
Pre-Exposure Comment

Using VEBAs to Protect Business Assets,
Reduce Income Taxes, and Preserve Wealth
By Lance Wallach, CLU, ChFC, CIMC

employer gains the advantage of using a
espite using all available tools
PAs that perform valuations will
VEBA that has been preapproved by the
for tax reduction, financial
soon have authoritative standards
advisers face the same familiar
IRS with a letter of determination.
to follow. The AICPA Business
dilemma—their clients run very prof
Valuation Subcommittee and its Business
itable businesses, have substantial
Valuation Standards Task Force
Who Can Benefit?
portfolios, take advantage of all possible
expect to release a draft of the new
Because of the numerous benefits of a
deductions, and yet still complain that
standards for pre-exposure comment by
VEBA trust, the following types of
they pay too much in taxes.
late summer 2002.
businesses and business owners should
Advisers to such clients want to
consider joining a VEBA:
The draft will be sent to all CPAs who
provide them with the best and most com
have earned the AICPA’s Accredited in
■ Businesses and individuals who
plete advice possible. However, given the
Business Valuation (ABV) designation,
would like to protect their assets
limitations of conventional planning
the Consulting Services Committee, the
from creditors.
strategies, it is becoming increasingly
Business Valuation Subcommittee, the
■ Profitable businesses that want to
difficult to provide effective advice.
Business Valuations Standards Task
reduce their tax liabilities.
However, if you could suggest a
Force, and other individuals and groups.
■ Companies that can no longer
strategy that allowed your client to get a
The revised draft of the standards will
make contributions to their quali
current
tax deduction while putting away
then be issued for public comment within
fied retirement plans because the
funds that were not currently needed, that
another six months.
plans are overfunded and/or the
might be of interest. If you further told
When the new standards are issued,
plans no longer favor the business
your client that this deduction would be
they will apply to all CPAs engaged in
owner.
part
of a plan that allows the employer a
business valuations, not just to CPAs who
■ Individuals looking to reduce,
great deal of latitude in choosing plan
have earned the ABV designation or to
eliminate, or provide liquidity for
benefits, you would certainly catch his
CPAs with business valuation credentials
estate taxes.
or her interest. Using a Voluntary
earned from other organizations.
■ Businesses looking to supplement
Employees Beneficiary Association
The standards task force, chaired by
or enhance their business succes
(VEBA), it may be possible to reap these
Edward J. Dupke, CPA/ABV, developed
sion plans.
benefits and more. A 501(c)(9) VEBA
the standards draft after intensive analy
A VEBA can be established by
trust, when properly constructed, is
ses of standards issued by the American
almost any business for the benefit of its
perhaps
one of the most flexible, yet
Society of Appraisers, the National
employees, including owner-employees.
underutilized, business and personal
Association of Certified Valuation
A company’s plan must have at least two
planning
tools available.
Analysts, the Institute of Business
participants, and even an employer with
Appraisers, and other organizations.
one employee (even a spouse) can have
What is a VEBA?
All CPAs will still be bound to follow
a VEBA.
A VEBA is a tax-exempt organization
the AICPA Code of Professional Conduct
that is described in IRC section 501(c)(9)
Rules 102 and 201 and the Statement on
Advantages of a VEBA
and that has received a tax exemption
Standards for Consulting Services No. 1,
Large, flexible, tax-deductible contri
letter from the IRS. If the statutory
promulgated by the AICPA’s manage
butions can be made, which accumulate
requirements are met, and the IRS issues
ment advisory services division. The new
and compound while deferring all of the
a favorable letter of determination,
business valuation standards will provide
taxes. Participants can receive distributions
then, in general, the qualified cost of
CPAs with the definitive rules they need
at any age without penalties. The plan
contributions by an employer to the
to follow in the growing business
assets are protected from the claims of
VEBA that are ordinary and necessary
valuation profession. They will also aid in
creditors. Survivor benefits are income
expenses are deductible for federal
affirming the ABV as the premier
tax free, and with proper planning could
income tax purposes.
business valuation credential.
be estate tax free. The program can also
The VEBA usually provides for the
For further information about the
acquire tax-deductible life insurance,
payment of life, accident, sickness, and
standards, contact James C. H.
provide funds to pay estate taxes,
other benefits to the VEBA participants or
Feldman, the AICPA manager of
fund a buy-sell agreement, provide for
their beneficiaries. A VEBA is a trust,
business valuation and litigation
succession planning, and more.
generally having a bank as its trustee. The
services, at jfeldman@aicpa.org. For
Of the various benefits that may be
earnings of the VEBA trust are
information about obtaining the ABV
provided using a VEBA, life insurance is
tax-exempt during the period of time that
credential, contact Madelaine Feldman,
perhaps the most common. A VEBA
the fund is accumulating. By joining an
the AICPA examinations coordinator, at
allows a business owner to deduct large
existing multiple-employer VEBA, the
mfeldman@aicpa.org. ♦
amounts of insurance, the business owner

D
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does not use any of his or her gift tax
exemptions, and—most powerful of all—
the death benefits will not be subject to
income or estate taxes.
Another use of a VEB A is for funding
a self-insured medical plan. By using a
VEBA, and an actuarially determined
funding amount for incurred but unreport
ed claims, a company can accelerate its
deduction for self-insured medical claims.
A significant benefit of a VEBA is
that it allows businesses to make large
deductions in profitable years and smaller
or no contributions in other years, allowing
for flexibility.

Putting a VEBA to Work
First, a company will chose a plan that
has already been approved with a letter of
determination from the IRS (granting it
tax-exempt status). The VEBA must
comply with several provisions of ERISA
and certain nondiscrimination provisions.
Thus, for example, all eligible employees
must be included in the plan and receive
the benefits. However, benefits that are
proportional to compensation will not be
considered discriminatory, which can
provide for significantly higher benefits
for the business owners.
An independent trustee must hold all
VEBA assets for the benefit of plan
participants. Also, the plan must prohibit
the reversion of assets to a sponsoring
employer. However, the employer can
amend or terminate the plan. Employers
should be aware that there is no vesting in
a VEBA. The trust pays benefits to a plan
participant or his or her beneficiary only
upon a covered event, such as illness or
death. In a death-benefit-only VEBA, an
employee who terminates employment
will not be eligible for a future benefit.
Annual administration activities will
be necessary. For instance, a Form 5500
must be filed, though this is often done by
the common plan administrator (for the
entire prototype VEBA, which might
include 50 companies). The plan admin
istrator distributes a copy of the summary
plan description each year as well.

Buyer Beware
How safe is a VEBA? The history of
VEBAs goes back to 1928, although
tax legislation in the mid-1980s made
significant changes, establishing new
limits on levels of contributions and their

PFP DIVISION

deductibility. Since then, there have been
a number of Tax Court decisions and the
IRS has issued several general counsel
memoranda that legitimize the use of
various VEBA funding techniques.
VEBAs have been shown to be a timetested, legitimate tax-planning tool. The
key is to ensure that your client complies
with all the requirements, and that the
VEBA itself complies with all IRS rules.
What should you, as an adviser, be
looking for if a client brings a VEBA
proposal to you for review to make sure
that it is actually a VEBA? The key point
is the existence of a letter of determination
from the IRS. To make sure that your
client is not getting into a potentially
risky situation, make certain that the
VEBA sponsor has a favorable letter
of determination, and insist that it
be attached to the material you are
reviewing.
There are trusts in the marketplace
that may look like VEBAs or say they are
VEBAs but do not comply with the
VEBA rules. For instance, there are
similar plans designed under IRC Section
419(A)(f)(6) by lawyers who believe
they can avoid the Employee Retirement
Income Security Act of 1974 (ERISA)
and nondiscrimination rules by not filing
with the IRS. Perhaps they can, but as
advisers you should know the differences
and the implications of those differences.
These differences may include no letter of
determination from the IRS and lack of
compliance with 505(b) nondiscrimination
rules, such as including only a certain
management group and ignoring the rank
and file employees, and so on.
Section 419A(f)(6) plans are also
called 419 plans, welfare benefit plans,
or non-VEBAs. They are neither a viable
way under current law to fund tax
deductible deferred compensation, nor a
way to circumvent pension contribution
regulations. They are not a way to only
cover the owner and/or key employees.
They are not a way to take a tax deduction
and then borrow out funds tax-free. If that
is what your client is being offered, he or
she is going to run into problems.
A tax opinion letter is not a letter of
determination.
Some vendors promoting insurance
products in the guise of a VEBA have
worked with labor unions to set up
plans that the IRS characterized as “sham

transactions.” Be aware of so-called union
VEBAs. Consider the following excerpts
from the 1999 CPE exempt organization
technical instruction program for IRS
personnel:
In view of the many exceptions

within IRC 501(c)(9) and IRC 419 that
apply to collectively bargained plans,
it’s not surprising to discover creative
practitioners attempting to use these
rules to their clients’ advantage. Such

creativity usually falls into one of two
categories: creation of a sham union, or
use of a pre-existing union.
Similar entrepreneurial ventures
have appeared which are somewhat
more subtle in that they appear to have
as members the rank and file employees

of small businesses. However, further
investigation may show that the union
“members” are unaware of the union’s
existence, or of their membership in it.
More recently, ventures wishing
to market insurance products in the

guise of a VEBA have joined with pre
existing labor unions to create entities
based on purported “collective bargain
ing agreements.” In these cases, the

union may have bona fide collective

bargaining agreements with some
employers, yet also be engaged in sham

transactions as described below. The
motivations of these unions are not
entirely clear, but are probably financial.

In light of potential problems, anyone
considering a VEBA must ascertain that
the plan meets all IRS requirements and
that the sponsor follows all ERISA
guidelines, such as the nondiscrimination
rules, on an ongoing basis. Planners and
clients should be certain that the sponsor
has professionals equipped to handle the
myriad compliance requirements.

A Powerful Planning Tool
The VEBA is a time-tested vehicle
with the potential to be powerful
planning tool when properly used.
A properly-designed VEBA can offer
employers significant business, tax, and
estate-planning benefits.
The information provided herein is not
intended as legal, accounting, financial, or
any other type of advice for any specific
individual or other entity. You should con
tact an appropriate professional for any
such advice. ♦
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Due Diligence Analysis of Financial Planning Software
By Dean A. Mioli, CPA/PFS
ollowing is a list of criteria to
keep in mind when analyzing
financial planning software:

Modeling
■ Stochastic modeling— Monte
Carlo simulation

General
■ Friendly user interface/
navigation
■ Capable of interfacing with
other software programs
■ Easy and one-time data entry
—central nervous system
design
■ Windows 2000 compatible;
32 bit

Tax computations
■ Computation
of federal
income tax, alternative mini
mum tax, Social Security, self
employment tax, federal estate
tax, and generation skipping
tax—all updated annually

F

Reporting
■ Useful reports; good graphics
■ Report customization capability

Cash flow planning
■ Cash flow analysis (detailed
audit trial) and the ability to
tum off cash flows; control of
income and expense stream;
irregular cash flows
■ Control distributions sepa
rately from nonqualified and
qualified accounts

Retirement planning
■ 72(t) calculation
■ Required minimum distribu
tion calculation
■ Roth IRA conversion
Risk management
■ Dynamic insurance analysis,
ties into retirement projection
■ Life and disability planning
with a need analysis for each

Investment planning
■ Risk tolerance measurement
■ Asset allocation analysis
■ Asset allocation optimization

Electronic document warehouse
■ Keeper of all financial and
tangential financial informa
tion and important documents
(accessible by client)
Estate planning
■ Basic estate planning tools and
illustrations: project out and tie
into retirement projection
■ Several what-if estate
planning calculations
Financial calculators
■ Mortgage and loan
■ College cost projection
■ Other
■ Links to online resources
■ Interface between financial
planning software and portfo
lio management software
■ Financial aggregation tool
(screen scraping)
■ Web-based clientjournal
■ Online access to certain
information ♦

Women’s Financial Health Week Campaign Wins Award
Apple Awards are held annually and
he AICPA's Women's Financial
given to what the judges believe is
Health Week campaign recently
the best communications program in a
won a Big Apple 2002 Award
given category.
from the New York Chapter of the Public
Relations Society of America, the national
Launched by the AICPA’s Personal
association for the public relations
Financial Specialist Credential and
profession. The campaign won in the
Exam Committee, Women's Financial
category of “Marketing Communications
Health Week is designed to provide the
for Professional Services.” The Big
public, particularly women, with the

T

knowledge and tools needed to improve
their financial planning; it also positions
the CPA/PFS as the ideal adviser who
can help them reach their financial goals.
The Institute's Communications and
Public Relations Team shared the Big
Apple award with Stanton-Crenshaw
Communications, who also worked on
the campaign. ♦

Planner Newsletter Wins 2002 Publishing Award
The Planner has received an Award for Publication Excellence in Newsletter
Writing in the 2002 APEX 2002, the fourteenth annual awards program

recognizing excellence in professional publications.
APEX awards are based on excellence in graphics design, editorial content, and
the ability to achieve overall communications excellence. This year there were
close to 5,900 entries, including 894 newsletters. ♦
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Client Termination Letters
By Joseph Wolfe
income tax returns and were
hen it becomes necessary
concluded upon delivery to you of
to terminate a client relation
the completed 2001 tax returns in
ship, it is important to record
the effective date of this action inApril
a 2002. Our services to Doe
confirming letter to the client. Even
Distribution Corporation consisted
though you may decide to inform the
of the preparation of compiled
client of your resignation in a conver
quarterly financial statements and
sation, a letter provides written
were concluded upon delivery to you
evidence of the resignation and instruc
in July 2002 of the compiled financial
tions to the client regarding needed
statements of Doe Distribution
follow-up on matters about which your
Corporation for the quarter ended
firm previously advised the client.
June 30, 2002, and our compilation

W

The letter should document when
services ended, any outstanding issues
regarding work in process, fees owed to
the firm, client records, and items
requiring follow-up or completion by
the client. In most situations the termi
nation should become effective as of
the date of your letter. Once you have
decided to terminate the relationship, it
is generally not a good idea to agree to
complete certain services for the client
to help them “wrap up” outstanding
matters. However, if the client is facing
an imminent tax or regulatory deadline
and a delay in providing information to
taxing authorities or regulators may
result in the imposition of penalties,
interest, or sanctions, consult with your
attorney and your professional liability
insurer before proceeding. Although
the examples in the following letters
pertain to accounting and tax services,
they are equally instructive for termi
nating planning engagements.

Introductory Paragraphs
The first paragraph of the letter
should clearly indicate the client
relationship is being terminated, the
timing of same, and the status of services
agreed upon in previously issued
engagement letters. This introductory
paragraph could read as follows:
As of August 1, 2002, Smith CPA
LLC is terminating our professional
relationship with you and will no
longer render services to either John
Doe or Doe Distribution Corporation.
Our services to John Doe consisted
of the preparation of personal
New York State and U.S. federal
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report thereon.

attached engagement letters signed
by you, interest is charged on unpaid
fees at the rate of 1% per month,
and remains due and payable to
our firm.

Items for Client Follow-up
The letter should address outstanding
accounting and tax matters that require
follow-up or completion by the client
or the successor CPA firm, identifying
deadline-sensitive items specifically, as
in the following example:

Work-in-process
Unless the firm resigns while work
is in process, the letter should specifi
cally state that there is no work-inprocess as of the date the relationship is
being terminated. If there is work-inprocess, the termination letter should
address what work product, if any, the
firm will deliver to the client. From a
risk management perspective, firms
should avoid providing partially completed
work product to terminated clients or
the successor CPA firm and should be
prepared to write off the fees for the
time incurred on this work.
The engagement letter could say:

Quarterly estimated tax returns and
payments for John Doe and Doe
Distribution Corporation must be
submitted to taxing authorities in a
timely manner in accordance with the
schedule we previously provided
you, a copy of which is attached.
You should meet with the successor
CPA firm you select as soon as
possible to consider year-end tax
planning. We will cooperate with any
successor you designate to us in
writing, in accordance with the
provisions of the AICPA Code of
Professional Conduct.

As of the date of this letter, our
firm has no work-in-process for
either John Doe or Doe Distribution
Corporation.

Client records and records retention
Clearly indicate the status of any
client records supplied to you in
connection with prior engagements,
and note your firm’s record retention
policy. For example:

Outstanding Fees
The letter should briefly state
the status of outstanding fees. For
example:
A balance of $750 remain due and
payable to our firm for the prepara
tion of the 2001 New York State and
U.S. federal income tax returns for
John Doe. A balance of $2,250
remains due and payable to our
firm for the preparation of quarterly
compiled financial statements for
Doe
Distribution
Corporation
for the calendar quarters ended
March 31 and June 30, 2002. In
accordance with our understanding
with you regarding professional
services as documented in the

We previously returned to you all
original records you provided to us in
connection with previous engage
ments. Our working paper files are
the property of our firm, and will be
maintained by us in accordance with
our firm’s record retention policy. We
will consider any requests for copies
of documents in our working paper
files from you or the successor firm.
However, providing such copies is at
our discretion. We require payment
in full of all outstanding fees owed
our firm before providing these
copies, and copying costs will be
charged at our regular rates and are
due and payable on a COD basis.
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Client Termination Letters
Continued from page 7
For questions regarding what records
should be made available to the client,
review ET Section 501.02 of the AICPA
Code of Professional Conduct, and consult
with the AICPA or a state CPA society
through professional ethics hotlines. To
reach the AICPA Ethics Hotline, call (888)
777-7077, select menu option number 5,
followed by menu option number 2, or
e-mail ethics@aicpa.org.

Final Thoughts
Additional information may be included
in certain circumstances, but resist the

TRENDWATCH
(continued from page 2)

of the SEC division heads and Commis
sioners Pitt, Glassman, and Hunt.
Some of the topics addressed during the
panel discussions were the benefits of
investor education, the need for clear and
concise disclosure, the importance of

temptation to include a discussion of the
reasons the firm decided to terminate the
relationship.
Finally, consider designating in the
letter a principal of the firm as the sole
contact for future communications by the
client. This minimizes the risk of miscom
munication.
The letter should always be sent using a
delivery method that can provide
documented evidence that it was received at
the client’s location on a specific date.
Overnight and second-day delivery
services are good methods because parcel

tracking numbers are assigned to track
document delivery. Courier services also
serve this purpose. The use of registered
mail is not recommended because office
staff frequently refuse to accept registered
mail unless instructed in advance to expect
such a letter.
Termination letters are important tools
in managing risk when terminating a client
relationship. Devoting a little extra time to
drafting these letters and retaining proof that
the client received the letter can help
accounting firms avoid future problems
with ex-clients. ♦

weeding out conflicts of interest throughout
the financial system, and the desire of
individuals to receive timely information in
an understandable format from the SEC
and public companies. Several of the
panelists were particularly concerned that
public companies and mutual fund
companies appear to be more concerned
about avoiding or minimizing liability

versus informing the investing public when
they publish press releases, annual reports,
and other information.
The panelists took questions by
telephone, over the Web, and from the
audience. If individuals wish to send in
more questions, they can send an e-mail to
summit@sec.gov. ♦

ADDRESS SERVICE REQUESTED
American Institute of Certified Public Accountants
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881

First Class Mail
US Postage
PAID
Riverdale, MD
Permit No. 5165

